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LNG IMPORT TERMINAL AND DEEPWATER
PORT SITING: FEDERAL AND STATE ROLES

TUESDAY, JUNE 22, 2004

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON ENERGY POLICY, NATURAL
RESOURCES AND REGULATORY AFFAIRS,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 2 p.m., in room
2247, Rayburn House Office Building, Hon. Doug Ose (chairman of
the subcommittee) presiding.

Present: Representatives Ose, Schrock, Tiberi, and Tierney.

Staff present: Barbara F. Kahlow, staff director; Carrie-Lee
Early, professional staff member; Lauren Jacobs, clerk; Megan
Taormino, press secretary; Krista Boyd, minority counsel; and
Earley Green, minority chief clerk.

Mr. OsE. Good afternoon. Welcome to today’s hearing of the Sub-
committee on Energy Policy, Natural Resources and Regulatory Af-
fairs. Today’s subject matter is LNG import terminal and deep-
water port siting, Federal and State roles.

I want to welcome my friend from Massachusetts and my friend
from Virginia to today’s hearing. The way we will proceed is we
have four panels of witnesses today. The first will be Congressman
Markey, the second will be Federal witnesses, the third will be
State witnesses, and the fourth will be private individuals rep-
resenting the private sector.

Now, we are conflicted because we have a series of votes that will
start shortly. To the extent we can get through opening statements,
we will do that. When the bells ring, we will recess, go over and
vote. Probably going to be about 35 or 40 minutes, and then we will
be back here to continue the hearing.

Now, in the course of this hearing, you will see a couple of
things. No. 1, we swear in all our witnesses. That is standard prac-
tice on this committee. It is the way it is whether Republicans are
in charge or Democrats are in charge. It is nothing personal, so just
get used to it. Once we have made our statements, we will go to
the witnesses. Each panel will be allowed to make their state-
ments. Their written statements are entered into the record auto-
matically. If you are a witness, you have 5 minutes to summarize
your statement. I have a heavy gavel given the number of wit-
nesses we have today, and the 5-minute rule will be enforced. If
you are not done, then that is just too bad.

So any questions? Good.
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The transformation of the U.S. natural gas industry to a healthy,
efficient, competitive state has been a decades long and sometimes
contentious process of interdependent changes in law and innova-
tion by industry. Nationally, we moved from a balkanized and poor-
ly regulated industry to a free market model which brought lower
prices. Nevertheless, as witnessed recently and especially in certain
parts of the country, natural gas price levels are vulnerable to
shortage.

The 2000-2001 California electricity crisis was in part exacer-
bated by the deficiency of natural gas supply. Recent harsh winters
in the Northeast depleted natural gas storage and caused signifi-
cant price swings which were felt nationally.

The United States, especially on the West Coast, is relying more
and more on natural gas. It is the fuel choice for electric power
generation because it is reliable and is much cleaner than other
fossil fuels. Natural gas is also used by individual citizens and by
industry, agriculture and transportation as a raw material. As a
critical resource used throughout the economy, shortages in natural
gas have a profound impact much more felt, or much more closely
felt than other commodities.

North American natural gas fuels are depleting at an increasing
rate. Even if new domestic natural gas comes on to the market,
most experts believe we will need even more.

Pipeline imports from Canada make up about 15 percent of total
U.S. consumption, but there, too, experts anticipate diminishing
sources.

California has particular reason for concern. In 2003, California
produced only 17 percent of its natural gas consumption. More
than half of California’s electricity generation is based on natural
gas. As coal plants are retired, this dependency is going to increase.
California is especially subject to price fluctuation because it is at
the far end of the pipeline grid.

For the economy of California and the rest of the United States
to flourish, there must be a plentiful, affordable energy supply.
Without it, our economy will go into decline.

I contend that increasing U.S. importation of LNG should be a
component of the solution, either with onshore or offshore facilities.
Enormous quantities of natural gas are located in places from
which it is impossible or impractical to export through pipelines.
These are known as stranded locations. The solution is increasing
shipment to the industrialized world in liquid form. One tanker can
carry enough material to power 10 million houses.

Today’s hearing is going to focus on the multiple Federal agen-
cies that have various authorities over LNG, including agencies in
the Departments of Commerce, Defense, Energy, Interior, Home-
land Security and Transportation as well as the Environmental
Protection Agency and the Federal Energy Regulatory Commission.

We are going to discuss today how the Federal and State regu-
latory framework is furthering policy goals, such as competitive
pricing, regional supply, safety and environmental integrity. We
are also going to discuss how involved Federal and State agencies
are working together and, finally, how they plan to overcome what
appear to be systemic barriers such as local community fears and
conflicting laws.
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I look forward to the testimony of our witnesses today. They in-
clude the gentleman from Massachusetts, Mr. Ed Markey, who is
invited to the witness table when I get through the rest of this list;
Mr. David Garman, who is the Acting Under Secretary of the De-
partment of Energy; Mr. Patrick H. Wood III, the chairman of the
Federal Energy Regulatory Commission; Rear Admiral Thomas
Gilmour, who is the Assistant Commandant of Marine Safety at
U.S. Coast Guard, Department of Homeland Security.

Also joining us on the second panel, Jay Blossman from the Lou-
isiana Public Service Commission; Chairman Ken Schisler from the
Maryland Public Service Commission; and Mr. Joe Desmond, who
is the Deputy Secretary for Energy for the California Resources
Agency.

And, the final panel, we are joined by Mr. Donald F. Santa, dJr.,
who is the president of the Interstate Natural Gas Association of
America; by Mr. Phillip Warburg, who’s president of the Conserva-
tion Law Foundation; and, by Dr. Jerry Havens, who’s the distin-
iuished professor of chemical engineering at the University of Ar-

ansas.

I am pleased to recognize my friend of Massachusetts for the
purpose of an opening statement.

[The prepared statement of Hon. Doug Ose follows:]
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Chairman Doug Ose
Opening Statement
LNG Import Terminal and Deepwater Port Siting: Federal and State Roles
June 22, 2004

The transformation of the U.S. natural gas industry to a healthy, efficient, competitive
state has been a decades long and sometimes contentious process of interdependent
changes in law and innovation by industry. Nationally, we moved from a balkanized and
improperly regulated industry to a free market model, which brought lower prices.

Nevertheless, as witnessed recently and especially in certain parts of the country, natural
gas prices levels are vulnerable to shortage. The 2000-2001 California electricity crisis
was exacerbated by the deficiency in natural gas supply. Recent harsh winters in the
Northeast depleted natural gas in storage and caused price swings, which were felt
nationally.

The United States, especially California, is relying more and more on natural gas. Itis
the fuel-of-choice for electric power generation because it is reliable and is much cleaner
than other fossil fuels. Natural gas is also used by individual citizens, and by industry,
agriculture and transportation as a raw material. As a critical resource used throughout
the economy, shortages in natural gas have a more profound impact than most other
commodities.

North American natural gas fields are depleting at an increasing rate. Even if some new
domestic natural gas comes onto the market, most experts believe that we will need even
more. Pipeline imports from Canada make up about 15 percent of total U.S. consumption
but, there too, experts anticipate diminishing sources.

California has reason for particular concern. In 2003, California produced only 17
percent of its natural gas consumption. More than half of California’s electricity
generation is based on natural gas. As coal plants are retired, this dependency will grow.
California is especially subject to price fluctuation because it is at the end of the pipeline

grid.

For the economy of California and the rest of the United States to flourish, there must be
a plentiful, affordable energy supply. Without it, our economy will go into decline. T
believe that increasing U.S. importation of liquefied natural gas (LNG) should be a
component of the solution — either by on-shore or off-shore facilities.

Enormous quantities of natural gas are located in places from which it is impossible or
impractical to export through pipelines. The solution is increasing shipment to the
industrialized world in liquid form. One tanker can carry enough material to power 10
million houses.

Multiple Federal agencies have various authorities over LNG, including agencies in the
Departments of Commerce, Defense, Energy (DOE), Interior, Homeland Security (DHS),
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and Transportation, and the Environmental Protection Agency, and the Federal Energy
Regulatory Commission (FERC).

Today, we will discuss: (a) how the Federal and State regulatory framework is furthering
policy goals, such as competitive pricing, regional supply, safety, and environmental
integrity; (b) how the involved Federal and State agencies are working together; and, (c)
how they plan to overcome what appear to be systemic barriers, such as local community
fears and conflicting laws.

1 look forward to the testimony of our witnesses. They include: Congressman Edward J.
Markey; David Garman, Acting Under Secretary, DOE; Patrick H.Wood, 1il, Chairman,
FERC; Rear Admiral Thomas Gilmour, Assistant Commandant of Marine Safety, U.S.
Coast Guard, DHS; Jay Blossman, Commissioner, Louisiana Public Service Commission;
Kenneth D. Schisler, Chairman, Maryland Public Service Commission; Joe Desmond,
Deputy Secretary, Energy, California Resources Agency; Donald F. Santa, Jr., President,
Interstate Natural Gas Association of America; Philip Warburg, President, Conservation
Law Foundation; and, Dr. Jerry A. Havens, Distinquished Professor of Chemical
Engineering, University of Arkansas.
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MEMORAMDUM FOR MEMBERS OF THE GOVERNMENT REFORM
SUBCOMMITTEE ON ENERGY POLICY, NATURAL RESOURCES AND

REGULATORY AFFAIRS %‘
FROM: Doug Ose / /
SUBJECT:  Briefing Memordndum for June 22, 2004 Hearing, “LNG
Import Terminal and Deepwater Port Siting: Federal and State Roles”

On Tuesday, June 22, 2004, at 2:00 p.m., in Room 2154 Rayburn House Office
Building, the Government Reform Subcommittee on Energy Policy, Natural Resources
and Regulatory Affairs will hold a hearing on Liquefied Natural Gas (LNG). The hearing
is entitled, “LNG Import Terminal and Deepwater Port Siting: Federal and State Roles.”

Background
Multiple Federal agencies have various authorities over LNG, including agencies

in the Departments of Commerce (DOC), Defense (DOD), Energy (DOE), Interior
(DOT), Homeland Security (DHS), and Transportation (DOT), the Environmental
Protection Agency (EPA), and the Federal Energy Regulatory Commission (FERC).

FERC authorizes the siting and construction of on-shore LNG import terminals
under Section 3 of the Natural Gas Act (NGA) of 1938 (15 U.S.C. §717b, Exportation or
Importation of Natural Gas). In the 1970s, FERC authorized such facilities under Section
7 of the NGA (15 U.8.C. §717f, Construction, Extension, or Abandonment of Facilities),
which governs natural gas facilities used in interstate commerce.! FERC’s siting and
construction procedural requirements are in 18 CFR §153, Applications for Authorization
to Construct, Operate, or Modify Facilities Used for the Export or Import of Natural Gas.

Hnder DOE Delegation Orders Nos. 0204-112 (1984) and 00-004.00 (2002}, the Secretary of Energy
delegated to FERC the authority to approve or disapprove: (1) the construction, medification and operation
of facilities, (2) the siting for such facilities, and (3} the place of entry for imports with respect to natural
gas involving construction of new domestic facilities, DOE Delegation Orders Nos. 0204-111 (1984) and
0204-127 (1989) pravided that DOE's Office of Fossil Energy would authorize imports and exports of
natural gas while FERC would authorize the siting and facilities used for imports and exports.



FERC also authorizes the construction and operation of interstate natural gas
pipelines associated with LNG import facilities under Section 7 of the NGA and 18 CFR
§§153 et seq., Applications for Authorization to Construct, Operate, or Modify Facilities
Used for the Export or Import of Natural Gas, and 157, Applications for Certificates of
Public Convenience and Necessity and for Orders Permitting and Approving
Abandonment under Section 7 of the Natural Gas Act. In conjunction with its review of
on-shore siting applications, FERC serves as the lead Federal agency for National
Environmental Policy Act (NEPA) reviews (42 U.S.C. Sections 4321 ef seq., 18 CFR
§157.6, Applications: General Requirements and 18 CFR §380, Regulations
Implementing the National Environmental Policy Act). Many stakeholder agencies
consult with FERC during the NEPA process.

Oversight of siting for off-shore deepwater port facilities was also under FERC
until Congress passed the Maritime Transportation Security Act of 2002 (MTSA) (Pub.
L. 107-295, which added LNG to the definition of substances subject to the Deepwater
Port Act of 1974, 33 U.S.C. 1501 et seq.). Since 2002, the licensing and siting decisions
for off-shore LNG deepwater ports are made by DOT’s Marine Administration (49 CFR
§1.66 (aa), Delegations to Maritime Administrator) with the involvement of DHS’s U.S.
Coast Guard (USCG) and other interested agencies.

USCG’s procedural requirements are in 33 CFR Subchapter NN, Deepwater
Ports, §§148, General, 149, Design, Construction and Equipment, and 150, Operations.
USCG also serves as the lead Federal agency for NEPA reviews for off-shore
applications (42 U.S.C. §4321 et seq.) and consults with other interested Federal

agencies.

‘While FERC and USCG are the agencies ultimately responsible for siting LNG
import facilities, determinations and approvals must be forthcoming from many other
Federal, State, and local authorities before final approval of a terminal. Applicants
typically anticipate having to obtain at least 100 permits. Numerous Federal and State
laws pertaining to environmental, safety and security concerns also apply. Most
prominent among the other Federal agencies are DOC’s National Oceanic and
Atmospheric Administration (NOAA), DOD’s Army Corps of Engineers, DOI's
Minerals Management Service, DOT’s Research and Special Programs Administration
(RSPA), and EPA.

2 With regard to on-shore facilities, USCG issues regulations governing safety and security of port areas
and navigable waterways under E.O. 10173, “Regulations Relating to the Safeguarding of Vessels,
Harbors, Ports, and Waterfront Facilities of the United States,” the Magnuson-Stevens Fishery
Conservation and Management Act of 1976 (16 U.S.C §1801 et seq., 33 CFR §6, Protection and Sccurity
of Vessels, Harbors, and Waterfront Facilities), the Ports and Waterways Safety Act of 1972 (33 US.C.
§1221 et seq., 33 CFR §§160, Ports and Waterways Safety — General, 165, Regulated Navigation Areas and
Limited Access Areas, and 127, Waterfront Facilities Handling Liquefied Natural Gas and Liquefied
Hazardous Gas), and MTSA (46 U.S.C. §701 et seq., 33 CFR §§101, General Provisions, and 105, Facility
Security). USCQG is also responsible for navigation safety, vessel engineering and safety dards and all
matters pertaining to the safety of facilities or equipment in or adjacent to navigable waters under the
Hazardous Materials Transportation Act (43 US.C. §51).




An example of extensive involvement from another Federal agency is the role of
DOT/RSPA’s Office of Pipeline Safety (OPS). OPS has authority to regulate the safety
aspects of siting, design, installation, construction, initial inspection, initial testing,
operation and maintenance of LNG facilities (49 U.8.C. §60101 et seq., The Natural Gas
Pipeline Safety Act of 1968) They are set forth in 49 CFR §193, Liquefied Natural Gas
Facilities: Federal Standards.

State agencies address a multitude of environmental concerns. In addition to
applicable State laws, 33 coastal States exercise delegated authority under the Coastal
Zone Management Act of 1972 (CZMA) and have adopted Coastal Zone Management
Plans (CZMPs). Siting of LNG import terminals must be consistent with the CZMP of
the applicable State. NOAA has promulgated regulations goveming consistency review
under the CZMA (15 CFR §930, Federal Consistency With Approved Coastal

Management Programs).

As of this time, no State has a comprehensive, statutory scheme addressing LNG
import facilities, though several regulate LNG storage facilities. California’s LNG
Terminal Act of 1977 (SB 1081 signed by the Governor on September 16, 1977) was
repealed in 1987. On October 30, 2003, the California Public Utilities Commission
(CPUC) notified the proponent of a proposed import terminal at the Port of Long Beach
that it was asserting jurisdiction over siting on the grounds that the facility would be a
public utility under California law subject to CPUC regulation. On March 24, 2004,
FERC issued a “Declaratory Order Asserting Exclusive Jurisdiction” under Section 3 of
the NGA. The question of whether FERC possesses exclusive jurisdiction over siting of
on-shore facilities turns on interpretation of the NGA.

Energy Policy
Demand in the United States for natural gas rose sharply in the 1980s in reaction

to international oil supply problems. Because of its envirommental merits relative to other
fossil fuels, demand for natural gas continues to grow. Today, natural gas provides
nearly one-quarter of U.S. energy requirements. It provides about 19 percent of electric
power generation nationally and is a clean fuel for heating and cooking in over 60 million
U.S. households. U.S. industries obtain over 40 percent of their primary energy from
natural gas. It is used both as an energy source and as a raw material.

According to the DOE’s Energy Information Administration’s (EIA) Annual
Energy Outlook 2004, world energy demand will increase by 60 percent from 1997 to
20720, and U.S. energy demand over this period will increase by about 27 percent, a third
of which could be for natural gas. Most new electricity generation capacity, especially in
California, is expected to be fueled by natural gas because of the environmental
advantages and because it requires lower capital costs and shorter construction lead-time.
Natural gas prices reflect the growing demand.

Most energy experts believe that the United States should address supply needs
through increases in both imports and domestic production.



Over the past year, the demand for natural gas in the United States has outstripped
supply. The amount of natural gas in underground storage has dropped by 32 percent and
the price of natural gas has nearly doubled. Alan Greenspan, Chairman of the Federal
Reserve, has stated on several recent occasions that LNG imports should play a more
significant role than they do now.?

Liquefied natural gas supplies between 1-2 percent of U.S. natural gas
consumption. EIA forecasts that, by 2010, LNG imports will increase and supply 8
percent of U.S. consumption.

LNG typically is exported from stranded reserves. North Africa, West Africa,
South America, the Caribbean, Middle East, Indonesia, Malaysia, Northwestern Australia
and Alaska are LNG source regions today. According to the CEC, worldwide there are
currently 17 LNG export terminals and 40 LNG import terminals, 23 of which are in
Japan (which accounted for 48 percent of worldwide imports in 2002) and many more are
planned. LNG import terminals exist also in South Korea and Europe, as well as in the
United States, which currently has five import terminals. Four of the five are on-shore
terminals built in the Continental United States between 1971 and 1980: Everett,
Massachusetts (1971), Cove Point, Maryland (1974), Elba Island, Georgia (1978), and
Lake Charles, Louisiana (1981). The fifth is Penuelas, located in Puerto Rico (2000).

LNG imports peaked at 1.3 percent of U.S. natural gas demand in 1979 but
declined thereafter because of an overall natural gas surplus. In 1980 and 1981, Elba
Island and Cove Point were mothballed. They were reactivated in 2001 and 2003,
respectively. Applications for expansion of each of the facilities were approved in
January 2001, March 2002, April 2003 and October 2003 respectively. An application
for an additional expansion of the Lake Charles, Louisiana facility is pending. More
applications for expansion are anticipated.

There are, furthermore, over 100 active LNG storage and operation facilities in
the United States, some of which pertain to niche markets such as vehicular fuel. Most of
these facilities were constructed between 1965 and 1975 as storage for utilities.
Approximately 55 local utilities own and operate LNG plants as part of their distribution

networks.

Five additional import terminals have been approved, none of which, however,
are on the West coast. Applications for siting of approximately 35 other terminals are
pending or are anticipated to be filed in the lower 48 States, Canada, Mexico and the
Bahamas (ten of which are foreign). Of these, approximately six or seven are on the
West coast: one in Washington State, two in Baja California, one on-shore in California

* “If North America natural gas markets are to function with the flexibility exhibited by oil, unlimited
access to the vast world reserves of natural gas is required. Markets need to be able to effectively adjust to
unexpected shortfalls in domestic supply. Access to world natural gas supplies will require a major
expansion of LNG terminal import capacity. Without the flexibility such facilities will impart, imbalances
in supply and demand must inevitably engender price velatility (Alan Greenspan testimony before House
Energy and Commerce Committee, June 10, 2003).
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and two or three off-shore in California. Several California proposals have come to dead-
ends. Attached is a map showing all currently pending on-shore and off-shore LNG

projects.

Industry members state that local public approval of projects is essential to
success; however, in California and elsewhere, local groups have been very active and

influential in impeding or stopping development.

LNG import facilities are complex projects and their siting requires extensive
planning, private investment in excess of 400 million dolars and significant government
agency resource commitment of time and expertise. Consideration of many layers of
policy objectives is required, including national and regional supply needs, domestic
energy market balances, public safety, environmental effects, and acsthetic attitudes.

The hearing will consider the efficiency and effectiveness of the current
regulatory system.

Witnesses
The invited witnesses for the hearing are: Patrick H. Wood, I, Chairman,

FERC; David Garman, Acting Under Secretary, DOE; Rear Admiral Larry Hereth,
Director, Office of Port Security, USCG, DHS; Jay Blossman, Commissioner, Louisiana
Public Service Commission; Joe Desmond, Deputy Secretary, Energy, California
Resources Agency; Kenneth D. Schisler, Chairman, Maryland Public Service
Commission; Donald Santa, President, Interstate Natural Gas Association of America;
and, Philip Warburg, President, Conservation Law Foundation.

Attachment
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Mr. TiERNEY. Thank you, Chairman Ose. I will try to be as brief
as I can.

I want to thank you for having these hearings and note it is an
important issue around this country. I know in your State you have
particular issues. We have some in our State, and Congressman
Markey is going to talk about Everett, Massachusetts in his district
and the LNG facility there. Just a couple of weeks ago, we were
informed that people were speculating they would like to put an
offshore facility a little more than 10 miles off the cost of Marble-
head and Gloucester, which is in my district, and people are reach-
ing out for a way to supplement our energy supplies and resources
in this country, particularly as we look at rising gasoline prices and
shortage of fossil fuels in other places.

We have to look at this in a number of different ways. One way
we ought to look at it is first determining what is our need, and
in doing that, we ought to look and see whether or not we have
some other way to reduce the need for fossil fuels and for natural
gas, whether it is through conservation or alternative sources, and
identify what the prospects are, the feasibility of getting these al-
ternative sources and plans into place, when they might be effec-
tive and to what degree might they reduce our need for fossil fuels
and natural gas.

The other thing we have to be careful of course is not getting into
the kind of reliance on natural gas coming from unstable areas of
the world that we’re currently in with regard to oil.

So those are things we have to do. If we determine that we can-
not displace the need for natural gas production to increase, then
obviously we have to look at all the other considerations, not the
least of which is safety, and I am sure there will be many questions
today about the safety of siting places both on land and offshore,
and offshore particularly with regard to the fact that it seems that
none of these technologies have ever been utilized or proved to date
and there is a great deal of speculation as to what will happen if
there is an incident and just whether or not they’ll work and how
they’ll work. We have to be concerned for communities that are
near these facilities and near where these ships are passing. We
need to be concerned for the fishing community, which makes their
livelihood out of the ocean, and what will happen if there is an inci-
dent at sea, the commercial shipping industry if they are too close
to the shipping lanes. Environmentalists are concerned with what
will happen to our air and our water and inhabitants of them.

All of these things come into play. From homeland security
issues on through environmental and safety issues at home, we
need to ask a lot of questions, particularly when the technology
itself on the offshore basis is as yet unproven. We need to know
that this regulatory process, while it might be streamlined, does
not do so at the expense of any of those other issues being fully
and completely addressed in the way that is safest and most mean-
ingful for our citizens and the environment that we must live in.

So we want to move in that direction. I want to welcome Ed Mar-
key, my colleague from Massachusetts here, thank him for the
work he has done. He has done great work in this area, both on
his Committee on Energy and Commerce and on his Committee on
Homeland Security, and he has taken the lead on many, many in-
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stances in energy and in safety. And, I think he will have a lot to
say. I look forward to his testimony and that of the other wit-
nesses.

Thank you, Mr. Chairman, for exercising the oversight of this
committee, and I think in a very appropriate way.

Mr. OsE. Based on my friend’s introduction, the gentleman from
Massachusetts, we welcome Congressman Markey to our witness
table. Congressman, you heard the bells, but we are going to get
your statement in here. I read it. I was particularly interested in
the issue of the insulation, so I hope you dwell on that a little bit.
The gentleman is recognized.

STATEMENT OF HON. EDWARD J. MARKEY, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF MASSACHUSETTS

Mr. MARKEY. I thank the chairman, very much, Mr. Tierney,
members of the committee.

Let me begin by saying that LNG is an important component of
the energy supply in New England. It represents 20 to 25 percent
of all natural gas in New England, the LNG that comes in through
the facility in Everett, MA, and obviously it is a big part of our en-
ergy mix and it will be a big part of America’s energy mix as the
years go by.

The question then is where is the most appropriate place for
these facilities to be sited. I would suggest to the subcommittee
that this is an issue that Congress already considered 25 years ago
based in large part about the public safety concerns surrounding
the siting of the Distrigas facility in Everett, MA, in one of the
most densely populated parts of the United States, and the inher-
ent difficulties in trying to address the consequences of an accident
or an act of sabotage at this facility.

At that time the Congress enacted a law, which I authored,
which tried to learn from the Everett experience by directing the
Secretary of Transportation to consider the need for remote siting
as part of the rules applicable to all new LNG importation termi-
nals. The Secretary of Transportation unfortunately has chosen to
largely ignore this law and has failed to comply with congressional
intent regarding what factors the Department needs to take into
account in writing rules for the siting of new LNG facilities.

Now, this failure had very little consequence for more than 25
years as no new LNG importation terminals were being built, and
so this Everett experience was something that was illustrative but
not relevant in terms of this energy source. Today, however, with
dozens of LNG terminals being proposed around the country, this
failure to comply with the existing law can no longer be tolerated.

As I see it, there are currently four critical issues that need to
be addressed at the Federal level today. First, we need to have a
much better scientific and technical assessment of the con-
sequences of a terrorist attack against an LNG tanker or an LNG
terminal. Such a hazard assessment is needed to better inform
Federal siting decisions with respect to any new LNG terminals
around the Nation. It is also needed to better inform State and
local emergency planning and response activities with respect to
existing LNG facilities.
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Second, we need help from both the Federal Government and the
facility operator to defray the costs that local governments incur in
securing LNG or other critical infrastructure facilities from a ter-
rorist attack.

Third, we need to get the Department of Transportation to up-
grade its LNG siting regulations to comply with the congressional
intent that all future LNG terminals be remotely sited and demand
that the Department stop merely incorporating the National Fire
Protection Agency standards into its siting rules.

In the report language of the 1979 law, we wrote that one area
of particular concern to the committee has been the failure to adopt
comprehensive Federal standards regarding the siting, design, op-
eration and maintenance of liquefied natural gas facilities. In 1972,
the industry consensus standard developed by the National Fire
Protection Association were incorporated into the Federal gas pipe-
line safety regulations supposedly as an interim measure pending
the development of comprehensive standards. Despite widespread
concern over the adequacy of these interim standards and the
growing importance of LNG as an energy source, the promised
comprehensive standards have never been adopted.

H.R. 51, that is the 1979 law, addresses this problem by identify-
ing the criteria to be considered by the Secretary in developing
standards and setting firm guidelines for proposing and adopting
them, but they still continue just to incorporate the National Fire
Protection Agency standards 25 years later.

Fourth, we need the Coast Guard to undertake a more thorough
analysis of the safety of LNG tankers, including the issues of brit-
tle fracture and insulation flammability.

Looking to the future, LNG is likely to become an increasing part
of our energy mix. Given that fact, Congress needs to ensure that
the Federal Government takes further steps to ensure that any fu-
ture LNG terminals are sited in locations that prevent them from
becoming an active terrorist target.

At hearings to the congressional directive that the Secretary con-
sider the need for more remote siting, looking at offshore siting al-
ternatives and updating the LNG siting rules so that they reflect
sound science and decisions by Federal agencies as opposed to in-
dustry self-regulatory bodies is desperately needed.

Finally, a more thorough examination of the potential con-
sequences of a terrorist attack on an LNG tanker needs to be done.
Perhaps the Sandia study will address this issue, but based on my
experiences with the previous Quest and ABS consulting studies,
I think the Congress needs to step up oversight in this area and
demand that the studies that are being funded by the Federal Gov-
ernment are scientifically sound and subjected to full peer review.

I thank you, Mr. Chairman, Mr. Tierney, for holding this hear-
ing. You can see the tremendous interest which this subject is now
generating. It will only increase as the years go by.

Mr. Osk. I thank the gentleman for his participation in today’s
hearing. Given the time constraints, I propose that we recess, go
vote. I understand there is four votes. We would welcome you back
for questions if your calendar permits. I don’t have any control over
what goes on on the floor, despite the fact I am the chairman and
what have you.
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Mr. MARKEY. If I may, I have a 10-page analysis which was done
on all of the issues that I would like to submit for the record.

Mr. Ose. Would you like to submit it to the record? Without ob-
jection, so ordered.

Mr. TIERNEY. Just 10 pages?

[The prepared statement of Hon. Edward J. Markey follows:]
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Testimony of Representative Edward J. Markey (D-MA)
Before the Subcommittee on Energy Policy, Natural Resources and
Regulatory Affairs
Tuesday, June 22, 2004

Chairman Ose, Ranking Member Tierney, and Members of the Subcommittee, I
appreciate this opportunity to discuss the siting of Liquefied Natural Gas (LNG) Import
Facilities, and I commend you for calling today’s hearing.

Since 1976 1 have represented the Seventh Congressional District, in which the Everett
Distrigas LNG importation terminal is located. As a Member of the Energy and Commerce
Committee and, more recently, the U.S. House Select Committee on Homeland Security, I have
been deeply interested in issues relating to the security of the LNG facility in Everett, and the
safety of the LNG carrier vessels that transport LNG to this facility.

I am also the author of the Pipeline Safety Act of 1979, the law that —- among other things
-- governs the standards issued by the Transportation Department regarding the siting of new
LNG terminals. In my testimony, I would like to share with the Subcommittee what I consider to
be the principal lessons I have leamed from the Everett experience, and what it means for the
siting of other LNG importation terminals around the country.

Background

First of all, let me begin by saying that I think that LNG is an important component of the
energy supply of New England, and that it has great potential to help the nation meet its growing
need for natural gas. As Federal Reserve Chairman Alan Greenspan noted in his testimony
before the Energy and Commerce Committee, one notable difference between the oil and natural
gas markets in the United States is that our nation is able to obtain access to global supplies of oil
via tanker. In contrast, virtually all of our natural gas supply comes from either U.S. or Canadian
resources delivered via pipeline. Only a small portion of our supply comes in via tanker in the
form of LNG. Increasing LNG imports is therefore one important way to help address
America’s increasing demand for natural gas. Obtaining access to the global natural gas supply
through LNG imports is also one way of helping to reduce the current volatility in the U.S.
natural gas marketplace.

The question then is where is the most appropriate place for these facilities to be sited? I
would suggest to the Subcomimittee that this is an issue that the Congress already considered
nearly 25 years ago, based in large part about public safety concerns surrounding the siting of the
Distrigas facility in a densely populated urban area, and the inherent difficulties in trying to
address the consequences of an accident or an act of sabotage at this type of facility. At that
time, the Congress enacted a law, which I authored, which tried to learn from the Everett
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experience by directing the Secretary of Transportation to consider the need for remote siting as
part of the rules applicable to all new LNG importation terminals. The Secretary of
Transportation, unfortunately, has chosen to largely ignore this law and has failed to comply with
Congress’ intent regarding what factors the Department needs to take into account in writing
rules for the siting of new LNG facilities. This failure had little consequence for more than 25
years, as no new LNG importation terminals were being built. Today, however, with dozens of
LNG terminals being proposed around the country, this failure can no longer be tolerated.

Key Issues

As I see it, there currently are four critical issues that need to be addressed at the federal
level.

First, we need to have a much better scientific and technical assessment of the
consequences of a terrorist attack against an LNG tanker or LNG terminal. Such a hazard
assessment is needed to better inform federal siting decisions with respect to any new LNG
terminals around the nation. It is also needed to better inform state and Jocal emergency
planning and response activities with respect to existing LNG facilities.

Second, we need help from both the federal government and the facility operator to
defray the costs that local governments incur in securing LNG or other critical infrastructure
facilities from a terrorist attack. While Distrigas provides some funding for this purpose today,
and has taken other actions to facilitate the efforts of local law enforcement to secure the facility,
1 believe that federal support is needed to help ensure that local firefighters are given realistic
training to deal with the types of large fires or explosions that could occur, that local police
departments have the resources needed to help provide security during times of elevated
Homeland Security alert status, and during LNG shipments.

Third, we need to get the Transportation Department to upgrade its LNG siting
regulations to comply with the Congressional intent that all future LNG terminals be remotely
sited, and demand that the Department stop merely incorporating the National Fire Protection
Agency Standards into its siting rules.

Fourth, we need the Coast Guard to undertake a more thorough analysis of the safety of
LNG tankers, including the issues of brittle fracture and insulation flammability.

Let me briefly discuss each issue and offer some recommendations to the Subcommittee
for further action.

Consequences of an Attack

On page 15 of the memoirs of Richard Clark, the White House’s former anti-terrorism
czar, and a man who served in the Clinton Administration, the first Bush Administration, and the
Reagan Administration there is a disturbing passage that describes one of the discussions he had
on 9/11 with Admiral James Loy, then the Comrmandant of the Coast Guard, as follows:
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“Jim, you have a Captain in the Port in every harbor, right.” He nodded. “Can
they close the harbors? I don’t want anything coming in and blowing up, like the LNG in
Boston.” After the Millennium Terrorist Alert we had learned that al Qaeda operatives
had been infiltrating Boston by coming in on liquid natural gas tankers from Algeria. We
had also learned that had one of the giant tankers blown up in the harbor, it would have
wiped out downtown Boston.

“I have that authority.” Loy turned and pointed at another admiral. “And I have
just exercised it.”

The fact that al Qaeda terrorists had come into Boston on LNG tankers was extremely
disturbing to those of us who live near the Distrigas LNG facility, and it heightens the
importance of ensuring that this facility, and others like it, are fully protected against terrorist
attack. It also underscores the need for us to better understand the hazardous presented by such
an attack. In recent months, numerous press reports have raised concemns about nature and
adequacy of some of the hazard studies that were performed for the Distrigas facility shortly
after the September 11" attacks.

In the fall 0f 2001, the Department of Energy commissioned a study by Quest
Consultants, Inc. regarding public safety issues relating to the transportation of LNG to the
Distrigas facility and the storage of LNG at the facility. Secretary of Transportation Mineta
wrote me about the study on October 26, 2001, noting that:

“Quest Consultants, Inc., has been hired by DOE [the Department of Energy] to perform
studies related to security on vessels transporting LNG and on the onshore LNG storage
tanks.”

On page 10 Secretary Mineta indicated that:

“Quest Consultants, an engineering firm, has been asked by DOE to perform a study to
analyze the threat that could result from a five-meter diameter hole in an LNG tank on a
vessel. Quest has performed some initial calculations to quantify the gas dispersion and
fire scenarios that could follow a large release from the LNG storage tanks.”

Also on page 10, Secretary Mineta further stated that in addition to actions undertaken by the
Department of Transportation to enhance security at the Distrigas facility, it was your
understanding that:

“To improve security measures, DOE will work directly with the local law enforcement
officials and Distrigas. MEMA [Massachusetts Emergency Management Agency] will
review the studies performed by Quest and develop a plan of action. RSPA [the
Department of Transportation’s Research and Special Projects Administration] will be
involved in the review of the onshore plant protection security features.

My office was subsequently provided with a copy of the Quest study. This Quest study,
along with a study prepared for the facility operator by Lloyd’s Register of Shipping, which my
office was also provided, has been used by the federal government and the facility operator to
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reassure the Commonwealth Massachusetts about the potential danger of a fire and explosion at
or near the Distrigas facility, thereby allowing the facility to reopen.

Last fall, several press reports called the accuracy of these studies into question. For
example, the Quest study focused on accidents in Boston’s Outer Harbor, when the most
troubling public safety threats could occur in the Inner Harbor. The methodology of the study
has also been called into question by numerous experts. Even the anthor backed away from the
study’s findings and conclusions. According to an October 19, 2003 article in the Mobile
Register quotes John Comwell, the lead scientists on the Quest study of LNG fires, as stating:

“Some of the modeling we did for DOE — in hindsight, we should have done a more
complete paper. ...I've learned you never write anything you don’t want public. We
violated our own rules on that score.”

The Register article goes on to report that Mr. Cornwell did the Quest study on short
notice and that he was believed that it would be employed in-house by federal agencies as one of
several tools used to examine LNG fire scenarios. However, according to the Register article:

“In Boston, the Quest study - which has never been published in scientific journals — was
apparently used by the DOE to suggest that a terrorist attack on an LNG tanker would
result in only limited damage immediately around the ship. In stark contrast, published
scientific studies have suggested that an LNG fire could have disastrous consequences for
densely populated neighborhoods around Boston Harbor.”

An article in the Boston Herald further suggests that the Quest study also was used by the
Coast Guard to justify the resumption of LNG shipments in the months after the September 1"
attacks.

At the time these press reports first appears, Department of Energy officials were quoted
as denying any connection to the Quest Study, stating that the Department “did not commission
or release the study” and was “not involved” with the study in any way.

I wrote to the Department of Energy, the Department of Transportation, and the FERC
about this study. In response, DOE acknowledged that it had commissioned the study, and
reported that it had been used by DOE officials in a presentation to an interagency working
group formed to assist Massachusetts following the September 11® attacks. FERC indicated
that it had cited the Quest Study in the Environmental Impact Statements for four LNG terminals
(The Trunkline LNG Expansion Project, the Elba Island Expansion Project, the Hackberry LNG
Project, and the Freeport LNG project). DOT reported that it had used the Quest study “as a
hazard assessment model that was applied specifically to the Distrigas facility” and that “the
results were used to justify enhanced security procedures for vessels transporting LNG and the
onshore LNG storage tanks.

All three agencies seem to have tacitly admitted the shortcomings of the Quest study in
deciding to support additional LNG safety studies.
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The FERC commissioned a study by ABS Consulting, which was recently released to
widespread criticism from both the industry and independent experts. The ABS Study found the
earlier Quest study to have several flaws, and did not recommend that it be used to analyze the
consequences of a terrorist attack on an LNG tanker or terminal. While the FERC put the ABS
study out for public comment, it has also indicated that it regards the ABS Study to be a final
study and does not plan to request a formal peer review of this study or update it to take account
of the comments that have been submitted. Both industry and expert commentary submitted to
the FERC about the ABS Consulting study has been largely critical, nothing several flaws in its
methodology and urging that it be peer reviewed before it is used. Despite this recommendation,
FERC appears to have no plans to request a peer review of the ABS study, but has nonetheless
cited the study in the Environmental Impact Statement for the Freeport LNG project. The
Subcommi